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REPORT BY THE 

Comptroller General 
OF THE UNITED STATES 

The nuclear accident at Three Mile Island raised 
serious questions about the financial ability of 
the electric utility company owners to clean up 
and repair the damaged reactor facilities while 
continuing to provide reliable electric service 
to customers. 

Financial insolvency of the companies is not 
imminent and power supplies are assured for 
the immediate future. However, the loss of 
earnings capability by the Metropolitan Edison 
Company makes it questionable whether it can 
fund its share of the clean-up costs and main- 
tain system reliability without large rate in- 
creases or some external financial assistance. 

The accident has shown that the utilities and 
Federal and State regulatory agencies were 
not prepared to deal with recovery from such 
a large financial loss. The Department of Ener- 
gy should move swiftly to assess the financial 
needs of the affected utilities and develop 
plans for meeting them. 
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COMPI-ROLUR GENERAL Of THE UNITED WI’ATES 

WA8NINOTCN. D.C. tw48 

B-199244 

The Honorable Gary Hart, Chairman 
The Honorable Alan K. Simpson 

Ranking Minority Member 
Subcommittee on Nuclear Regulation 
Committee on Environment and 

Public Works 
United States Senate 

As requested in'your January 18, 1980, letter, this 
report discusses the financial capability of the General 
Public Utilities Corp. and its operating companies to 
fund the costs of cleaning up the damaged reactor unit 2 
at Three Mile Island. It also discusses the companies' 
capability to continue providing reliable electric power 
and the actions taken, or not taken, by the responsible 
Federal and State regulatory agencies. The report contains 
a recommendation regarding the need for an additional study 
of the issues before a final decision can be made as to 
the need for outside financial assistance. 

At your request, we did not take the additional time 
required to obtain agency comments on the matters discussed 
in this report. 

Unless you publicly announce its contents earlier, we 
plan no further distribution of this report until 30 days 
from the report date. At that time, we will send copies to 
interested parties and make copies available to others upon 
request. , 

Acting Comptrolle 
of the United States 
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REPORT BY THE 
COMPTROLLER GENERAL 
OF THE UNITED STATES 

THREE MILE ISLAND8 
THE FINANCIAL FALLOUT 

DIGEST --_--- 

The nuclear accident at the Three Mile Island 
powerplant triggered a number of serious 
problems for the General Public Utilities 
Corporation, including a near financial crisis, 
as it moved to purchase high-cost replacement 
power to maintain service to its customers. 

I 

During the year following the accident, the 
Corporation was recovering only a small part 
of the $233 million of power costs from utility 
rates. 

Important financial questions were raised by 
the accident. 

--Can the utilities afford the estimated 
$500-600 million needed to decontaminate 
and repair the damaged nuclear reactor 
and related facilities while continuing 
to fund an additional $2 to 3 billion in 
capital expenditures to insure reliable 
electric service to their customers? 

--What are the financial alternatives for 
meeting the large costs? 

--Have Federal and State regulatory agencies 
effectively dealt with the situation? 

These are questions that could affect the 
future of nuclear power generation as well as 
Three Mile Island. 

. 

In the case of Three Mile Island, GAO studied 
these questions and concluded that: 

--Adequate supplies of replacement power are 
currently available but reliability of 
future service may be questionable if too 
much reliance is placed on power purchases 
instead of system generations. 

--The Companies' cash flow problems caused by 
funding power purchases have been alleviated 
for the present by rate increases. 

Upon removal, the report i EMD-80-89 
hould be noted hereon. 



--The reduced earnings capability from 
closing down the Three Mile Island 
facility has seriously impaired 
Metropolitan Edison Company's ability 
to raise the necessary capital to 
finance its share of the clean-up 
costs and continue to maintain its 
power supply system. 

--The alternatives for financial recovery 
are few--higher rates to cover the added 
costs, a restoration of the companies' 
credit rating, or some form of external 
assistance. 

--Regulatory agencies have not provided 
the utilities with a clear sense of 
direction on actions to undertake in 
recovering from the accident and planning 
for future needs. 

POWER SUPPLIES UNAFFECTED BUT 
FUTURE RELIABILITY QUESTIONABLE 

The General Public Utilities Corporation 
membership in the Pennsylvania-New Jersey- 
Maryland power pool and its extensive 
interconnections with other utility systems 
has allowed it to buy power to replace that 
lost from the Three Mile Island reactors. 
Present estimates of the power pool's reserve 
capacity above expected needs indicate that 
replacement power will be available to the 
General Public Utilities system for the next 
decade. However, these are the best estimates 
of member utilities and it is possible that 
unforeseen events could quickly reduce this 
reserve below an acceptable level. l 

(See pp. 9, 10, and 16.) 

Additional power has been available from 
utilities outside the power pool, but only 
about 400 megawatts have been on firm contract. 
An additional 1000 megawatts have been pur- 
chased on an as-available basis with no 
guarantee of delivery when needed. (See.p. 10.) 

Before the accident the operating companies 
planned to complete construction of three 
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additional generating plants by 1990. 
Financial problems from the accident now 
make it uncertain whether they will be 
built as scheduled. A further compli- 
cation is a costly conservation and load 
management program which is expected to 
reduce the need for additional capacity 
by nearly one-half but which may not be 
as effective as anticipated. 
(See pp. 9, 10, 48, and 49.) 

HIGH COST OF PURCHASED POWER 
HURT COMPANIES' CASH FLOW AND 
RAISED RATES 

The higher cost of replacement power was not 
initially included in customers' utility rates 
and the companies had to find outside funding., 
A Revolving Credit Agreement arranged with 
45 banks provided up to $292 million to meet 
current expenses. (See pp. 19, 26, 30, and 40.) 

The companies' ability to obtain power from 
the power pool immediately after the accident 
insured reliable service. However, this power 
was largely oil generated and costly. As soon 
as possible, the companies arranged to purchase 
coal-generated power from outside the power 
pool I reducing costs by nearly $45 million in 
1979. Even with this savings, the companies' 
net purchases and power pool interchange more 
than doubled the amount for 1978. Replacement 
power costs for 1980 are expected to be about 
$325 million and to continue at that level 
until the nuclear units are returned to service. 
(See pp. 7, 18 and 19.) 

Customer rate increases were finally'approved 
by State regulatory agencies in June 1979. 
The increases were not sufficient to recover 
the Companies' actual costs which made it 
difficult for the companies to obtain enough 
cash to pay current expenses. If present 
estimates for purchased power are reasonably 
accurate , and no further rate increases are 
granted, the companies will pay out about 
$192 million more than they will collect by 
the end of 1980. This makes short-term bank 
credit imperative. (See pp. 31, 32, 33, and 45.) 
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Customer rates generally did not increase 
appreciably until the May 1980, rate increase 
ordered by the Pennsylvania and New Jersey 
regulatory agencies. The Jersey Central Power 
and Light Co. increased rates more than did 
the Pennsylvania Electric Co. and Metropolitan 
Edison Co. primarily because of $200 million 
in increases granted the company for costs 
not caused by the Three Mile Island accident. 
As of April 1, 1980, Jersey Central Power and 
Light Co. rates were fourth highest among 13 
major Pennsylvania, New Jersey, and New York 
utility companies. The other two companies 
currently charge rates well below charges by 
other utilities. (See pp. 21 and 30.) 

The State regulatory agencies' decisions to 
remove the costs associated with the Three 
Mile Island units from the companies' rate 
bases have reduced the earnings capability 
of Jersey Central Power and Light Co. and 
Metropolitan Edison Co. to the point where 
they have minimal access to capital markets. 
This leaves them in a relatively poor financial 
position with respect to paying their share 
of the clean-up and recommissioning costs for 
unit 2 and making needed repairs and additions 
to their transmission and distribution systems. 
(See pp. 28, 29 and 39.) 

Except for some flexibility in their short- 
term borrowing arrangements, Jersey Central 
Power and Light Co. and Metropolitan Edison 
Co. depend on rate revenues to meet current 
and future costs. Neither company can meet 
the legal requirements for interest coverage 
and therefore, are excluded from selling 
long-term bonds and preferred stock. Their 
bond and stock ratings have dropped to an 
unacceptable level making it difficult, if 
not impossible for them to sell securities in 
the market even if the legal requirements 
were met. (See p. 29.) 
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Metropolitan Edison Co. is not earning enough 
on its non-Three Mile Island utility property 
to pay the fixed costs of the two nuclear 
units. If earnings do not increase substan- 
tially in the near future, it is questionable 
whether the company will be able to obtain 
the necessary funds to pay its share of unit 2 
costs and maintain its present electric power 
system. (See p. 48.) 

Although Jersey Central Power and Light Co. has 
not been affected as severely as Metropolitan 
Edison Co., unrecoverable interest costs on 
the Forked River nuclear plant, the costs of 
other construction to better meet load require- 
ments, and the clean-up costs and funds for 
transmission and distribution construction 
will place an increasingly heavy burden on its 
finances. (See pp. 30, 46, and 48.) 

NO CLEAR DIRECTION 
PROVIDED BY FEDERAL 
AND STATE REGULATIONS 

Regulatory controls over the utility companies' 
activities are fragmented among three major 
Federal and two State agencies. In deter- 
mining the proper course to take in planning 
for clean-up of the nuclear site, their 
additional capacity requirements, and methods 
of financing, the utilities have received 
little guidance on future regulatory require- 
ments or assistance. (See pp. 2-4, and 34-39.) 

State regulatory agencies have the major 
responsibility for providing a level of rates 
adequate to insure the financial viability 
of utility companies. Since January 1979, the 
State agencies have granted rate increases 
amounting to over $680 million to be col- 
lected by the end of June 1981. At the time 
of their last rate orders issued in May 1980, 
the Pennsylvania and New Jersey regulatory 
agencies both accepted the responsibility 
for maintaining the viability of the three 
companies. They did not, however, provide 
assurances that all future costs would be 
recoverable through rates. In fact, they 
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urged the Federal government to provide 
some assistance and lessen the burden from 
the accident on the utilities' customers. 
This position leaves the utilities uncertain 
as to what future costs will be recoverable 
through rates. (See pp. 31-37.) 

Although the Department of Energy has the 
responsibility for bulk electric power supply 
reliability, it has done little more than 
monitor the availability of power supplies. 
The Federal Energy Regulatory Commission 
regulates wholesale power rates. It has 
ruled on two wholesale rate filings but 
skirted the issue of how the accident should 
be considered for rate purposes. Most of the 
Federal involvement has been by the Nuclear 
Regulatory Commission in setting restart 
requirements for unit 1 and monitoring clean- 
up activities by the companies at Unit 2. 
The lengthy public hearing it has required 
before making its restart decision is a 
different procedure from that set for other 
Babcock and Wilcox reactor owners, as are a 
number of changes required to improve the 
operational safety of units. Although the 
conditions at Three Mile Island probably 
justified the different treatment, the lack 
of well defined criteria for meeting the 
requirements has been a factor in delaying 
the completion of the pre-start hearings. 
The lack of direction by DOE on capacity 
needs and scant guidance by the Nuclear 
Regulatory Commission have added further 
uncertainties to determining the future 
course of the General Public Utilities 
Corporation. 

RECOMMENDATION TO THE 
SECRETARY OF ENERGY 

The Secretary of Energy should undertake 
a detailed study of the General Public 
Utilities system regarding its future 
role as a provider of electric power, 
the financial considerations involved 
in ensuring the system can fill such a 
role, the ways in which finances best 

vi 



can be obtained, and the relationships of 
the various State and Federal regulatory 
agencies with respect to the system's 
current problems. The Chairman, Nuclear 
Regulatory Commission and the Chairman, 
Federal Energy Regulatory Commission should 
cooperate and contribute to this study to 
the fullest extent possible. Given the 
wide range of studies either completed or 
underway on a number of issues to be consi- 
dered by the study, GAO believes the report 
should be presented to the Congress no 
later than February 1, 1981, including a 
statement of any specific actions to be 
taken by the utilities or any of the Federal 
agencies,and any recommendations to the 
Congress.' (See p. 61 for detailed questions 
the Secretary should consider in making 
this study. 

REXOMMENDATION TO THE CHAIRMAN, 
NUCLEAR REGULATORY COMMISSION 

Given the significant effects on the financial 
viability of the utilities and on consumer 
rates in their service areas, GAO also recom- 
mends that the Nuclear Regulatory Commission 
move as quickly as possible, while taking all 
necessary steps to protect the public health 
and safety, to consider and act on the question 
of restarting Three Mile Island unit 1. In 
addition, GAO recommends that the Chairman 
cooperate fully with the Secretary of Energy 
in the study of the General Public Utilities 
system and its needs and provide all possible 
assistance in fully developing the regulatory 
responsibilities of the Commission.as they 
relate to the restart, clean-up, and recom- 
missioning of the nuclear units. 
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CHAPTER 1 

INTRODUCTION 

In a January 18, 1980, letter, the Chairman and the 
ranking minority member of the Subcommittee on Nuclear 
Regulation, Senate Committee on Environment and Public 
Works, requested that we examine certain aspects of the 
financial and operating status of the General Public 
Utilities Corporation (GPU) and its operating companies 
following the accident at the Three Mile Island (TMI) 
nuclear plant. We were asked to assess the (1) continued 
reliability of electric service to utility customers, 
(2) increased costs resulting from the accident, 
(3) impact of the accident and its aftermath on the GPU 
companies' ability to meet their financial obligations 
and (4) actions taken by the major regulatory agencies 
with direct responsibility and/or oversight for GPU. 

OVERVIEW OF GPU 

GPU is an electric utility holding company registered 
under the Public Utility Holding Company Act of 1935. GPU 
does not directly provide any utility services, but owns 
all the outstanding common stock of the operating companies: 
Jersey Central Power and Light Company (Jersey Central) in 
New Jersey, and the Metropolitan Edison Company (Met Ed) and 
the Pennsylvania Electric Company (Penelec) in Pennsylvania. 
GPU's current investment in the common stocks of the three 
companies is approximately $1.4 billion. 

The three companies provide electricity to about 
4 million people living in about half the land area of 
New Jersey and Pennsylvania. In 1979, they distributed 
over 32 billion kilowatt hours of electric power to over 
1.5 million customers. GPU also owns all the-stock of 
the GPU Service Corporation, which serves the needs of 
the GPU System. The Service Corporation provides services 
such as administrative, financial, and engineering help 
to the operating companies on a cost-reimbursable basis. 

GPU issues its own common stock to the public on which 
it pays dividends from its earnings on the common stock of 
the operating companies. The operating company dividends 
represent virtually all of GPU's earnings. GPU provides 
funds to the operating companies by making capital contri- 
butions, i.e., additional equity investments. The operating 
companies also obtain capital funds by issuing long-term 
debt securities and preferred stock. 
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The GPU System has total assets of about $5 billion, 
making it the Nation's 14th.largest investor-owned electric 
utility. In 1978, the companies completed their third 
nuclear reactor unit and generated 34 percent of their 
power from these units. Most of the remaining generation 
came from coal-f ired plants. According to GPU officials, 
the reduced fuel costs from operating nuclear units, 
instead of oil or coal-fired units, have saved GPU System 
customers nearly $1 billion since the first nuclear 
reactor at Oyster Creek in New Jersey went commercial 
in December 1969. 

On March 28, 1979, an accident occurred in the then 
recently activated unit 2 at the System's TM1 nuclear 
facility. The accident precipitated a series of events 
that resulted in damage to the reactor and radioactive 
contamination to components that was estimated to cost 
between $420-450 million to clean up and repair._l/ In 
addition, unit 1, which was ready to restart the day of 
the accident after being shut down for refueling, was 
ordered to remain shut down until the Nuclear Regulatory 
Commission (NRC) could certify that mandated changes had 
been properly completed and the unit was safe to operate. 

SEVERAL AGENCIES HAVE REGULATORY 
RESPONSIBILITY FOR GPU 

Three Federal agencies and the Pennsylvania and New 
Jersey public utility commissions exercise jurisdiction 
over various segments of GPU System activities. Their 
regulatory control became increasingly evident as the 
companies were required to delay putting TMI-1 back in 
service and were not allowed to immediately pass on the 
higher costs of power purchases necessitated by the loss 
of TMI-1 and 2 nuclear units. 

The Nuclear Regulatory Commission . 

The Nuclear Regulatory Commission is responsible for 
licensing and regulating GPU's nuclear units, including 
TMI-1 and 2, under the Atomic Energy Act of 1954, as 
amended, and the Energy Reorganization Act of 1974, as 
amended. This responsibility includes providing reasonable 
assurance that the use of nuclear reactors does not result 
in undue risks to the health and safety of the public. 

A/Estimates as of June 12, 1980, indicate costs will be 
substantially higher. 
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The Department of Energy 

The Department of Energy (DOE), in consultation with 
the Federal Energy Regulatory Commission (FERC), has the 
responsibility for assuring the reliability of electric 
bulk power supply throughout the United States. The basic 
authority for Federal regulation of electric utility 
companies comes from the Federal Power Act of 1935. The 
DOE Organization Act of 1977 (P.L. 95-91) divided the 
responsibilities held by the Federal Power Commission 
until September 30, 1977 between the Secretary of Energy 
and FERC. The Secretary may in turn delegate certain 
of these powers to FERC or the Economic Regulatory 
Administration (ERA). ERA has been delegated responsi- 
bility for assuring the adequacy of bulk power supply and 
monitoring State regulatory bodies' reviews of various 
rate structures and standards. FERC has jurisdiction over 
the interstate transmission and approval of wholesale for 
resale rates of electricity. It also has jurisdiction 
over facility agreements, interstate transmission rates, 
and capacity and energy sales between companies and between 
power pools. 

In addition to these responsibilities and authorities, 
the Department was given additional authority in the electric 
power area by the Public Utilities Regulatory Policies Act 
(P.L. 95-617). ERA was given authority to provide assistance 
on regulatory reform and support FERC on ratemaking and 
cost of service matters, intervene in regulatory cases at 
both State and Federal levels on national energy policy 
issues, and perform studies relating to power supplies and 
reliability. 

The Securities and 
Exchange Commission 

The Securities and Exchange Commission (SEC) administers 
the Public Utility Holding Company Act of 1935 (15 U.S.C. 79, 
et seq.). The purpose of the Holding Company Act is to 
protect the public, investors, and consumers from abuses 
associated with the control of electric utility companies by 
use of the holding company device. It is in part a special- 
ized antitrust statute with the objective of reorganizing 
and constraining the operations of utility holding companies, 
and in part a regulatory statute providing for continued 
surveillance of the corporate structure, financial trans- 
actions, and operational practices of public utility holding 
company systems. 












































































































































































